NOTICE OF PUBLIC MEETING OF THE
ARIZONA STATE PARKS BOARD

Notice is hereby given to Members of the Arizona State Parks Board (Board) and the
general public that there will be a General Parks Board meeting, to begin on ‘
WEDNESDAY, October 20, 2010 at 10:00 AM pursuant to A.R.S, § 38-431.02 and A.R.S.
§41-511.01 et. seq. at Conference Room at Picacho Peak State Park, which is located at
I-10, Exit 219. The public portion of the meeting will begin at 10:00 AM.

The Board may elect to hold an Executive Session for any agendized item at any time
during the meeting to discuss or consult with its legal counsel for legal advice on
matters listed on this agenda pursuant to A.R.S. §38-431.03 (A) (3). Items on the
Agenda may be discussed out of order, unless they have been specifically noted to be
set for a time certain. Public comment will be taken. The Board will discuss and may
take action on the following matters.

AGENDA
(Agenda items may be taken in any order unless set for a time certain)
A. CALLTO ORDER-ROLL CALL - 10:00 A.M.

INTRODUCTIONS OF BOARD MEMBERS AND AGENCY STAFF

1. Board Statement - “As Board members we are gathered today to be the
stewards and voice of Arizona State Parks and its Mission Statement to manage
and conserve Arizona’s natural, cultural, and recreational resources for the
benefit of the people, both in our parks and through our partners.”

C. CALL TO THE PUBLIC ~ Consideration and discussion of comments and
complaints from the public. Those wishing to address the Board must register at .
the door and be recognized by the Chair. It is probable that each presentation will
be limited to one person per organization. Action taken as a result of public .
comment will be limited to directing staff to study or reschedule the matter for
further consideration at a later time. '

D. CONSENT AGENDA - The following items of a non-controversial nature have
been grouped together for a single vote without Board discussion. The Consent
Agenda is a timesaving device and Board members received documentation
regarding these items prior to the open meeting. Any Board member may remove
any item from the Consent Agenda for discussion and a separate vote at this
meeting, as deemed necessary. The public may view the documentation relating
to the Consent Agenda at the Board's office: 1300 W. Washington, Suite 104,
Phoenix, Arizona.

1. Approve Minutes of September 15, 2010 Arizona State Parks Board Meeting

2. Approve Executive Session Minutes of September 15, 2010 Parks Board
Meeting

3. Clarify FY 2010 Growing Smarter State Trust Land Acquisition Fund Grant
Motion - Staff recommends clarifying the FY 2010 Growing Smarter Grants
motion to remove specific auction dates. '
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DIRECTOR’S SUMMARY OF CURRENT EVENTS - The Executive Director may
update the Arizona State Parks Board on special events and accolades.

BOARD DISCUSSION ITEMS

Update on Revenue Forecast by Major Fund and Park Visitation
Ballot Measures Affecting Arizona State Parks '

Sustainable Funding Strategies

State Parks Operations Status Update

Update on Request for Proposal for the Operation of Oracle State Park
BOARD ACTION ITEMS

1. Consider Endorsing an Agreement with the Hopi Tribe for the Operation of
Homolovi Ruins State Park - Staff recommends that the Arizona State Parks
Board endorse the major components of the agreement with the Hopi Tribe for
the reopening and operation of Homolovi Ruins State Park.

2. Consider Funding High Priority Off-Highway Vehicle Projects — Staff
recommends that the Arizona State Parks Board award $150,000 from the
federal Recreation Trails Program to the Mohave County project, and $294,456
from the state Off-Highway Vehicle Recreation Fund to the Apache-Sitgreaves
National Forest, Bureau of Land Management-Hassayampa Field Office
projects, Coconino National Forest and Tonto National Forest, and authorize
the Executive Director or designee to execute the work orders.

S

3. Consider Responding to the Commission on Privatization and Efficiency’s
(COPE) Initial Report - Staff recommends that the Arizona State Parks Board
Chair work with staff to develop a letter to formally respond to the COPE
report on behalf of the Parks Board.

4. Consider Adopting Agency Strategic Plan - Staff recommends the Arizona
State Parks Board adopt the Goals and Objectives of the new Agency Strategic
Plan.

TIME AND PLACE OF NEXT MEETING AND CALL FOR FUTURE AGENDA
ITEMS

1. Staff recommends that the next Arizona State Parks Board Meeting be on
Wednesday, November 17, 2010 in Apache Junction.

2. Inorder to plan the Parks Board meetings and activities for 2011, staff
recommends that the Board meetings be scheduled for the following dates.
Executive Sessions will begin at 9:00 a.m. Public Sessions will begin at 10:00

a.m. |
January 12, 2011 Election of officers

Pebruary 23, 2011

March 30, 2011

May 11, 2011

June 22, 2011 , Budget discussions
September 14, 2011 Grant awards

A



October 26,2011 Strategic Planning
November 30, 2011 Advisory Committee
Appointments

3. Board members may wish to discuss issues of interest to Arizona State Parks
and request staff to place specific items on future Board meeting agendas.
I.  ADJOURNMENT

kkkEk

Pursuant to Title II of the Americans with Disabilities Act (ADA), Arizona State Parks does not discriminate on the basis of a
disability regarding admission to public meetings. Persons with a disability may request a reasonable accommodation, such as a
sign language interpreter, by contacting the acting ADA Coordinator, Nicole Armstrong-Best, (602) 542-7152; or TTY (602) 542 4174,
Requests should be made as early as possible to allow time to arrange the accommodation.

Lewecze - oL 1042000

Renée E. Bahl, Executive Director

16/7/10 4:01 P
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CONSENT AGENDA AGENDA ITEM: DB
October 20, 2010

CLARIFY FY 2010 GROWING SMARTER STATE
TRUST LAND ACQUISITION FUND GRANT MOTION

Background
At its September 15, 2010, meeting, the Board approved three (3) applications eligible to

receive a FY 2010 Growing Smarter State Trust Land Acquisition grant from the Land
Conservation Fund. Those were:

* Up to $20,000,000 to the City of Phoenix for the purchase of 1,138(+-) acres of
the Phoenix Sonoran Preserve — Priority 2D and 3A

* Up to $25,000,000 to the City of Scottsdale for the purchase of 2,000 acres of
the McDowell Sonoran Preserve

* Up to $7,000,000 to Coconino County for the purchase of 2,249 acres of Rogers
Lake

The final grant amounts will be based on the Arizona State Land Department (ASLD)
final appraisal value of the parcels, agreed upon by the applicants, plus no more than
10% for eligible associated costs. This recommendation is conditioned upon the
appraisals or minimum auction bid and parcel sizes being approved by the State Land
Commissioner, the applicants are the highest and best bidders at public auction and
available monies in the Land Conservation Fund. |

Due to notice requirements for Land Auctions, the Board’s September 15, 2010, motion
needs clarification. The mandated, restrictive dates for the auction are not necessary to
the motion and have been removed from the staff recommendation.

Staff Recommendation
Staff recommends clarifying the FY 2010 Growing Smarter Grants motion to remove

specific auction dates.

Recommended Board Action
I move that the Arizona State Parks Board clarify its motion made September 15, 2010,
to approve the FY 2010 Growing Smarter Grants and remove specific auction dates.




BOARD DISCUSSION ITEM AGENDA ITEM: F L]/
October 20, 2010

STATE PARKS OPERATIONS STATUS UPDATE
Over the past nine months agency staff have worked hard to keep parks open by both
leveraging existing public and private partnerships and building new relationships. The

summary below describes current operations at all parks.

A. Parks that were Never Scheduled to Close;

1. Buckskin Mountain State Park (SP)/River Island

2. Catalina SP

3. Cattail Cove SP

4. Dead Horse Ranch SP

5. Fool Hollow Lake Recreation Area

6. Kartchner Caverns SP

7. Lake Havasu SP

8. Patagonia Lake SP

9. Slide Rock SP

B. Parks Operated by Arizona State Parks staff through Partnership Support:

Park Partner

1. Alamo Lake SP La Paz County-$30K

2. Fort Verde SHP Town of Camp Verde-$105K

3. Lost Dutchman SP Friends of Lost Dutchman-$24K

4. Picacho Peak SP City of Eloy-$20K

5. Red Rock SP Yavapai County/Benefactors/
City of Sedona-$160K

6. Riordan Mansion SHP Arizona Historical
Society / Riordan Action
Network-$78K

7. Roper Lake SP Graham County, AZ Game &
Fish

8. Tonto Natural Bridge SP Town of Payson-$15K; Star
Valley-$5K; Friends of Tonto
Natural Bridge-$10K

C. Parks Operated by Partners with no State Parks staff:

Park Partner

1. Boyce Thompson Arboretum SP University of Arizona & Boyce
Thompson Foundation

2. Tombstone Courthouse SHP City of Tombstone

3. Tubac Presidio SHP Santa Cruz County & Tubac
Historical Society

4. Yuma Territorial Prison SHP City of Yuma

5.

Yuma Quartermaster Depot SHP City of Yuma



D. Parks Agreements under Negotiations:
1. Homolovi Ruins SHP

2. Jerome SHP

3. McFarland SHP

E. Parks that are Currently Closed to the Public:

1. Oracle SP

2. San Rafael State Natural Area (SNA)
3. Lyman Lake SP

Working with Hopi Tribe and
City of Winslow on funding
solution; Tribal Council may
consider contributing $175K to
re-open park at an upcoming
Council meeting.

Yavapai County contributing
$30K; Park will re-open on
October 14, 2010.

Town of Florence taking over
operations, no State Parks Staff;
Board approved; contract under
review, ‘

RFP for 3" party operations
closed on October 6, 2010. No
bids submitted.

Grazing special use permit
implemented, no public access.
Apache County (closed Sept. 7,
2010)-$40K. Parks Board directed
staff to draft REP for operations.
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BOARD DISCUSSION ITEM AGENDA ITEM: -5
October 20, 2010

UPDATE ON REQUEST FOR PROPOSAL
FOR THE OPERATION OF ORACLE STATE PARK

Background

At its June 16, 2010 meeting, the Arizona State Parks Board approved the issuance of a
Request for Proposal (RFP) for the operation of Oracle State Park. RFP #PR11-024 for
the operation of Oracle State Park was issued August 19, 2010. A pre-proposal
conference was conducted on September 2, 2010, at Oracle State Park. Proposals were
due to Arizona State Parks by 3:00 PM MST on October 6, 2010,

Oracle State Park (Park) was established in 1987 as a 4,000-acre wildlife refuge in the
northern foothills of the Catalina Mountains. Once part of the Kannally family cattle
ranch, the unique Mediterranean style ranch house in the park is now listed on the
National Register of Historic Places. The Park offers day-use picnic sites and over 15
miles of trail for use by hikers, bicyclists and equestrians. A four-mile section of the
Arizona Trail passes through the park.

The two parcels that comprise the Park have conservation easements. The original
parcel (3,498 acres) has deed restrictions set by the Defenders of Wildlife. A second
parcel, the Huggett property (221 acres), has a conservation easement with the Arizona
Land and Water Trust.

Current Status

The original proposal due date for REP #PR11-024 was September 23, 2010 at 3:00 PM
MST. In response to a request from a potential offeror, the proposal due date was
extended to October 6, 2010 at 3:00 PM MST to allow offerors additional time to prepare

their responses.

No responses were received by the official proposal due date and time. Therefore, staff
cancelled the RFP. Staff will continue to seek opportunities to work with public and
private partners to re-open this park to the public.



BOARD ACTION ITEM AGENDA ITEM: 63]1
October 20, 2010

CONSIDER ENDORSING AN AGREEMENT WITH THE HOPI TRIBE
FOR THE OPERATION OF HOMOLOVI RUINS STATE PARK

Background
Homolovi Ruins State Park (Park) is operated by the Arizona State Parks Board (Board).

The Park closed due to budgetary constraints in February 2010 and remains closed.

The Hopi Tribe (Tribe) approached the Board with a proposal to help operate the park in
response to FY 2010 budget reductions. The Tribe’s offer is to enter into an agreement to
contribute funds to support the operation and maintenance of the Park.

Current Status

The Board and the Tribe recognize the importance of keeping the Park open to the public,
and further recognize that the current budget constraints affecting the State make it difficult
for the Board to commit adequate funds to operate the Park. Through this agreement, the
Tribe will provide funding to reopen and operate the park upon execution of the
agreement. This agreement would reopen Homolovi Ruins State Park to the public.

With the new fee schedule and an agreement with the City of Winslow to provide water to
the park at a reduced rate, staff estimates costs will exceed revenues by $175,000 during a 12-
month period. If net costs are higher, the Board bares the risk and must fund the difference.

The Hopi Tribal Council is expected to consider this agreement prior to the Qctober 20, 2010
Parks Board meeting. The Council must take action in order to implement the agreement.

This item was brought to the Board at the September 15, 2010 Parks Board meeting. The
Parks Board took no action, allowing more time for the Hopi Tribal Council to consider and
approve the agreement and allocate funding.

Through a Board Action on September 11, 2009, the Executive Director is authorized to
enter into, amend, and withdraw from operating agreements in order to offset, reduce cost
or enhance revenues. On March 17, 2010, the Executive Director was authorized to enter
into agreements for the sole purpose of keeping parks open.

Major Components of the Agreement:

* Homolovi Ruins State Historic Park will reopen and be operated by Arizona State
Parks for 12 months upon execution for the agreement.

Initial term of agreement is for one year beginning with the option to renew for
two additional one-year periods.

The Tribe will provide the Board with $175,000 to subsidize the operation and
. maintenance of the Park.

Operations staff will meet with the Tribe quarterly to review park operations.
The Board will retain all Park fees.



Staff Recommendation
Staff recommends that the Arizona State Parks Board endorse the major components of
the agreement with the Hopi Tribe for the reopening and operation of Homolovi Ruins

State Park.

Recommended Board Action
I move that the Arizona State Parks Board endorse the major components of the
agreement with the Hopi Tribe for the reopening and operation of Homolovi Ruins

State Park.

/0



BOARD ACTION ITEM AGENDA ITEM: 6 CQ
October 20, 2010

CONSIDER FUNDING HIGH PRIORITY OFE-HIGHWAY VEHICLE PROJECTS

Background
Atits June 16, 2010, meeting the State Parks Board took action to make all Off-Ilighway

Vehicle (OHV) Recreation Fund monies accumulated to date and accruing throughout
FY 2011 available for priority projects, as they can be solicited, reviewed and
recommended. The “Sticker Fund Project Selection Program Phase I1” information and
application form was emailed to land managers, user groups, and other interested
parties and placed on the State Parks website. Projects applications are accepted on a
continual basis.

Current Status

On August 6, 2010, the Off-Highway Vehicle Advisory Group (OHVAG) met to
consider the eligible project applications received by the July 15, 2010, cutoff date for
this particular round of funding. Each application includes a description of the
proposed work, a request for a specific amount of funds to complete the work, a map of
the project area, pictures of areas to be improved or facilities to be constructed, and a
Jetter or letters from user groups supporting the project. OHVAG discussed the
applications and selected the following projects for funding:

Mohave County, Haulapai Mountain Park, OHV Area Improvements II, $150,000;
Apache-Sitgreaves National Forest, Kids in the Woods OHV Education Program,
$87,696; Bureau of Land Management-Hassayampa Field Office, Table Mesa OHV Area
Improvements, $32,380; Coconino National Forest, Red Rock Ranger District OHV
Improvements, $150,000; and Tonto National Forest, Bartlett Lake Road South OHV
Improvements, $24,380. Please see attachment A.

The Mohave County project was selected to receive federal RTP funds because it is a
large project that has completed its National Environmental Policy Act (NEPA)
requirements, and this will further leverage state OHV grant funds.

Following is a summary of the funds available for OHV projects in 2011:
Federal RTP funds available for projects on July 1, 2010 $977,744

Recommending funding for Phase II applications <$150,000=>
Balance available $827,744
State OHV funds available for projects on July 1, 2010 $2,001,282
Parks Board Action on Phase I applications <$719,728>
Recommended funding for Phase IT applications <$294,456>
Balance available $987,098

Staff Recommendation

Staff recommends that the Arizona State Parks Board award $150,000 from the federal
Recreational Trails Program to the Mohave County project, and $294,456 from the state
Off-Highway Vehicle Recreation Fund to the Apache-Sitgreaves National Forest,
Bureau of Land Management-Hassayampa Field Office projects, Coconino National
Forest, and Tonto National Forest, and authorize the Executive Director or designee to
execute the work orders.

Il



Recommended Board Action

I move that the Arizona State Parks Board award $150,000 from the federal Recreational
Trails Program to the Mohave County project, and $294,456 from the state Off-Highway
Vehicle Recreation Fund to the Apache-Sitgreaves National Forest, Bureau of Land
Management-Hassayampa Field Office projects, Coconino National Forest, and Tonto
National Forest, and authorize the Executive Director or designee to execute the work
orders.

/ol
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BOARD ACTION ITEM AGENDA ITEM: 6) 3
October 20, 2010

CONSIDER RESPONDING TO THE COMMISSION ON
PRIVATIZATION AND EFFICIENCY’S (COPE) INITIAL REPORT

Background
On January 21, 2010, by Executive Order 2010-10, Governor Brewer established

the Commission on Privatization and Efficiency (COPE). On September 21, 2010,
COPE released their initial report to the Governor (attached).

Current Status

Recommendation #9 in the initial report deals with concessions in Arizona State
Parks. COPE recommended that “Arizona State Parks (ASP) should maximize
efforts to enter into more long-term concession agreements with private
recreation firms, ASP should enhance its relationship with Tourism, Arizona
Game and Fish Department, and locals to help promote the state park system to
in-state and out-of-state residents.”

Parks staff supports the recommendation to follow the National Park Service
model and enhance concessions where they enhance the visitor experience in our
parks. State Parks currently has a number of successful concessions as well as
newly released or anticipated RFPs regarding park operations.

While there are legal, economic and conservation issues that must be identified
and addressed at each park, there continues to be opportunities to enhance
visitor experience throughout the system.

Staff Recommendation

Staff recommends that the Arizona State Parks Board Chair work with staff to
develop a letter to formally respond to the COPE report on behalf of the Parks
Board.

Recommended Board Action
I move that the Arizona State Parks Board Chair work with staff to develop a
letter to formally respond to the COPE report on behalf of the Parks Board.
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Arizona Department of Gaming

B s 202 Easl Eadl Drive, Suile 200
Japjce K. Brewer Phoenix, Afizona 85012

Governor Tel 602.604.180i
fark Brovich Fax 602.255.3883
Director Www.azgaming.gov

September 21, 2010

The Honorable Janice K. Brewer
1700 W. Washington, 9" Floor
Phoenix, AZ 85007

Dear Governor Brewes:

Please find attached the initial report from the Commission on Privatization and Efficiency
(“COPE”). Tt provides information regarding recent efforts at privatization and efficiency, as
well as setting forth an initial list of recommendations.

The recommendations are not exhaustive, but are designed to serve as a starting point. It is been
said that a journey of a thousand miles begins with a single step. Likewise, we believe that the
path toward privatization and greater efficiency begins with an initial report.

Thank you for your commitment to ensuring that Arizona taxpayers receive the best and most
efficient government possible. We sincerely hope that this report will further your efforts.

Sincerely,

o

Mok Vo

Mark Brnovich, Chairman
Commission on Privatization and Efficiency

Equal Employment Opportunily/Alfitmative Aclion Employer / ;



Arizona
Commission on Privatization and Efficiency

Initial Report to Governor Janice K. Brewer

FY2011 Recommendations

September 21, 2010
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Arizona Cominission on Privatization and Efficiency

Mark Broovich, Director
Arizona Department of Gaming
Chairman, COPE

President Robert Burns
Arizona State Senafe

Speaker Kirk Adams
Arizona House of Representatives

Chad Kirkpatrick, Director
Government Information Technology Agency

Dave Raber, Director
Arizona Department of Administration

John Arnold, Dirvector
Office of Strategic Planning and Budgeting

John Halilcowski, Director
Arizona Department of Traunsportation

Glenn Hamer, President and CEQ
Arizona Chamber of Commerce and Industry

Leonard C. Gilroy, Director of Government Reform
Reason Foundation

Stan Levine, Industrialist, Retired
Public Member

Carol Springer, Yavapai County Supervisor
Public Member
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EXECUTIVE SUMMARY

On January 21, 2010, Governor Janice K. Brewer signed Executive Order number 2010-10, creating the
Arizona Commission on Privatization and Efficiency (COPE). The Commission was cieated to conduct a
thorough examination of state government functions and services to determine whether the state was providing
the most cost-effective, efficient, and transparent government possible.

COPE has received and reviewed responses from each state agency to identify functions, activities and
services that could be provided by or with the private sector. The Commission has also received suggestions
from the public and from leading experts in the area of privatization and efficiency. COPE focused on the
recommendations that the state can work towards implementation immediately for this initial veport, and thus,
makes the following recommendations:

1. Consolidate Email Systems
+ Consolidate the different email systems used by agencies, boards and commissions into a centrally
maintained email system.
» FEvaluate the pilot project currently in place at six agencies, which will be completed by November,
2010.
* Arizona Departiment of Administration (ADOA) recently switched email providers and expects to save
approximately $200,000.

2. Surplus Equipment
* ADOA should implement a statewide web-based forum to facilitate the exchange of property at the state
agency level prior to reaching the surplus property office.
* ADOA should develop a searchable online database of surplus equipment for agencies, boards and
commissions to search and meet their equipment and software needs more efficiently.

3. Personal Computer (PC) Power Management
e Arizona should implement software in all State computers to allow network administrators to shut down
PCs and monitors after a certain period of inactivity in order to save power.
* Energy savings would be disbursed across agencies and is expected to reach $484,600 annually.

4. Cell Phone Contract Management
» Verizon presented an opportunity to ADOA’s Telecommunications Program Office (TPO) to pool
minutes from existing contracts saving $600,000.

S. Performance-Based Building Maintenance Contracts
e With performance-based maintenance contracts, the private sector provides services based on outcomes,
not hours worked.
* Arizona should explore opportunities for performance-based facility management and maintenance,
both for traditional public buildings and secure-site facilities.

0. Asset Management
» ADOA should expand its inventory of all of real property assets owned by the state to include
unimproved land and additional property turned over to ADOA.
* ADOA should work with or hire the State Cartographer to analyze where the land is located, what the
~ land is used for, and whether or not the state would benefit from disposing the land.

/8



7. Education Data Collection

» Arvizona should move forward with the RFP to provide an evaluation of Arizona Department of
Education’s current data system for enhancements needed in order to be compliant with the American
Recovery and Reinvestment Act, _
The RFP should include options for private entities to provide and manage the required data system.

+ An expanded, reliable, and robust data system will enable stakeholders to analyze individual teacher,
school, and district performance at the K-12 level, as well as provide the ability to establish
accountability measures for the higher education system.

8. Rest Areas
e The Arizona Department of Transportation (ADOT) should continue to pursue federal statute changes in

order to have the ability to privatize rest areas.
* ADOT could potentially garner large savings if changes at the federal level occur to allow for the
privatization of rest areas or private-public partnerships.

9. Parks Concessions
* Arizona State Parks (ASP) should continue to enter into concession agreements with private recreation
firms for either or both of the following:
o Whole park concession model, which would bundle certain parks for the management of private
companies
o Normal concession model, where private companies can manage or build buildings and/or sell
other products and services to the public at State Parks.

10. Conselidate Credentialing
» The Arizona Health Care Cost Containment System (AHCCCS) should continue participation in the
consolidation effort of the credentialing process for health care providers.
¢ Inefficiencies in the health care industry lead to higher costs, thus higher fees for AHCCCS patients.
Creating a more efficient process could produce savings in the private and public sector.

11, Use of Technology
» COPE applauds the recent efforts at ADOA to automate and outsource the employmeni verification

process and believes that other agencies could similarly aftempt to automate processes.
» COPE recommends new legislation allowing taxpayers to use electronic signature directly benefitting
the Department of Revenue (DOR) by streamlining processes.

This report is not designed to address all of the concerns or options that have been presented to COPE
since inception. Instead, it is meant to be a starting point to identify some short-term savings opportunities in
Fiscal Year 2011. COPE members believe that it is reasonable to proceed on these recommendations at this
time, as the issues contained within have been of recent public concern and discussion and as a result have been
apalyzed and evaluated for review. COPE will continue to analyze any additional suggestions and consider
recommending them in the final report. The implementation of the recommendations in this report can serve as
a road map and will encourage funther suggestions and recommendations,
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A. INTRODUCTION

The Commission on Privatization and Efficiency (“COPE") was created by Governor Janice K. Brewer
via Executive Order 2010-10 to identify privatization opportunities and efficiencies that the State should pursue.
Given the current economic climate, efficiency and cost savings have been a top priority. COPE was created in
order to aid in this endeavor, and ensure that Arizona taxpayers receive the most cost effective and efficient
government their tax dollars can provide. Specifically, COPE was designated to review state activities,
functions, programs, and services and recommend whether the public would be better served through the
elimination, consolidation, or privatization of these government functions, programs or services (Appendix 1).

In Arizona, budgetary cuts of more than $2 billion have been implemented over the past two fiscal
years, and future reductions may become necessary based upon current revenue projections (Appendix 2). But
good stewardship of public dollars requires an examination of the type and method of delivering goods and
services provided by the government occur on a regular basis regardless of the current budget situation, This
includes a systematic review of all government services, programs, and functions and determining whether or
not they should be done by or in conjunction with the private sector.

The concept of privatization is not new to Arizona. From 1983 to 1998, Arizona had a Private
Enterprise Review Board (PERB) that provided a review of state govermment functions that compete with
privaie enterprise. Arizona's initial PERB program waited for private sector petitions, but did not perform
systematic reviews of agency functions, By contrast, COPE is engaged in a statewide review of all agencies and
will continue to examine and evaluate all functions that could potentially be done by the private sector.

Throughout the creation of this report, it became evident that Arizona is not alone in addressing the on-
going fiscal crisis through privatization. For example, over the past year New Jersey, Nevada, Louisiana and
Georgia created similar commissions that made recommendations designed to make government more cost-
effective and efficient, and initiatives similar to COPE are currently underway in Virginia and Washington
State. Additionally, there are other historical examples of federal, state, and city governments working wzth the
private sector to create better government for its citizens (Appendtx 3.

Finding areas where the private sector can perform government functions more efficiently and at a lower
cost can be a significant part of the budget solution. Whenever possible, the government should look to the
private sector to deliver goods and services or partner with the private sector to attract private enterprise capital,
management or innovation. Due to severe budget cuts, many agencies have already eliminated functions, or
privatized where it was practical and garnered savings. Examples of several efforts at privatization can be found

in Appendix 4.

COPE received recommendations at a public hearing held on June 14, 2010, as well as through
submissions received from the public through the website http://azcope.gov in preparing this report, as well as
from presentations and testimony from leading experts in the area of privatization and efficiency. For the
purpose of this report, COPE focused on recommendations the State can start implementation on immediately.
Several other suggestions and proposals are still under consideration and may be contained in the final
comprehiensive report due on December 31, 2010, COPE members believe the attached recommendations are a
starting point that should encourage innovative thinking on how governiment services can be most effectively
delivered, be it through consolidation, privatization or efficiency,
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B. RECOMMENDATIONS

Recommenduation 1: Consolidate Email Systems

Recommendation: Consolidate the different email systems used by agencies, boards and commissions into
a centrally maintained email system. The email system would be hosted either within Arizona state
government (private cloud) or by a 3" party vendor (public cloud).

Background: Email is currently managed at the agency level across Arizona state govermment. This
decentralized system leads to many inefficiencies, cost duplications and security concerns. Cost
inefficiencies include surplus email licenses, surplus hardware, and redundant maintenance and support

staff.

Most agencies manage email internally. However, the Arizona Department of Administration (ADOA)
hosts email for 27 customers, many of which are smaller boards and commissions.

Benefits: Significant savings could be achieved by consolidating to an email “software as a service” (SaaS)
model. Many other cities and states have moved or are in the process of moving to a single email system.
The City of Los Angeles has begun a major email consolidation initiative to a public cloud. They estimate a
savings of $13.8 million for its 30,000 employees (Arizona has approximately 25,000 computer users and
37,475 licenses). Colorado state government also recently began offering a hosted email solution to state
agencies,

An example that shows potential benefits is ADOA’s recent switch from Novell-based email to MS
Exchange/Outlook. Novell-based email cost ADOA $26 per month per user in usage fees, whereas
Microsoft products cost $3 per month per user. Given the number of ADOA employees and the additional
cost of Novell-based software and hardware mainfenance, savings in ADOA alone are expected to reach
over $220,000. Given the amount of email users in the state and other consolidation effort benefits, the cost
savings to the state could be in the millions of doltars. Full time employee (FTE) savings would also be
realized once agencies cut unneeded IT staff dedicated to providing email and hardware troubleshooting

support.

Implementation Considerations: A pilot project on email consolidation has started and will be completed
in November, Six agencies are evaluating the Google SaaS solution and the Microsoft private cloud option.
Participants will evaluate the features and functions, including end-user ease of use, technical set-up and
maintenance, uptime, and secwrity. Recommendations for the state will be made based on the results.

The pilot will produce a summary report that will identify what worked and guide the state on the best
solution for email consolidation. The pilot witl provide baseline metrics on the costs and benefits associated
with both options, and the effort involved in the consolidation.



Recommendation 2: Surplus Equipment Sales

Recommendation: Arizona should implement a statewide web-based forum for state agencies to exchange
property prior to reaching the surplus property office. This would likely be used in cases of sharing
software licenses, exchanging IT equipment and trading smaller equipment that can be easily stored or

transported.

Atizona should also develop and implement a web-based searchable database for all surplus property
through ADOA. This database will be utilized by agencies, boards and commissions, as well as the public
in order to search through ADOA’s surplus property inventory, electronically request information and
purchase equipment. ADOA should additionally analyze existing online auctions that specialize in state
surplus property liquidation.

Background: GITA has developed and implemented a beta website called the “Copper List” to serve as a
marketplace for exchanging excess supplies between state agencies prior to these supplies reaching
ADOA’s surplus property system. The site is intended to act as a forum that facilitates communication
between agencies about excess property. This website has already resulted in $30,000 worth of savings
when two agencies shared software licenses between them rather than purchasing them outright,

Currently, surplus equipment at ADOA is housed in a large storage lot and warehouse. There is no
searchable online database of what is stored, the condition of the equipment and any associated costs.
Agencies that need additional supplies must take time to go visit the warehouse and see what is available or
call ADOA to discuss equipment needs and determine whether or not surplus property can meet those

needs.

Due to widespread reductions in workforce from budgetary cuts, many agencies have excess fumiture,
vehicles and sofiware licenses. Over the past year, ADOA has received semi containers full of office
equipment and furniture due to various agency office closures across the state. As a result, ADOA has no
shortage of surplus property to redistribute, sell, recycle or dispose of.

Benefits: By expanding on GITA’s “Copper List” and creating an online forum for agencies to use,
ADOA’s surplus property inventory could be reduced by allowing agencies to discuss, trade and exchange
their goods before reaching the surplus property system in the first place. Once the website is in place, all
state agencies should consult the list before any new purchase of equipment or software.

By providing a searchable online database of ADOA’s surplus property and equipment, agencies and
ADOA can reduce the amount of employee time vsed in determining whether or not the agency’s needs can
be met with ADOA’s surplus property. Potential savings would be generated through fewer new purchases
at agencies and would provide better advertisements for the public auctions by allowing the public to view
photos and descriptions of the items prior to the three auctions ADOA holds each year. This could
potentially increase public participation, increase sales of unused state equipment and reduce the amount of

surplus property stored by the state.

Implementation Considerations: As a direct result of the Governor’s request for agencies fo examine
their own practices and evaluate processes for potential efficiencies, ADOA has begun development of a
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searchable online database for surplus property to be hosted on ADOA’s website to be used by state
agencies. The database will be searchable by group and sub-group, for example Group: Furniture, Sub-
Group: Kitchen. ADOA’s surplus property division will need to utilize its current email listserv and
bimonthly newsletter to publicize the new searchable database and target property sales to its customer
base.

At present, ADOA is using current staff within the Surplus Property and the IT departments to implement
the initiative and at this tinte, it is unknown whether additional staff will be needed to take on the additional
task of website maintenance and management of the expected increased volume of information requests and
equipment sales.

After an initial testing period, ADOA and COPE should analyze the effectiveness of both the statewide
“Copper List” and the searchable online database to determine whether or not these are feasible and
practical ways to deal with surplus property. ADOA will teview how state procurement laws affect this
type of interagency transaction or exchange. Additionally, DOA should analyze the feasibility of using
online auctions as a potential sales strategy for surplus property and take advantage of services provided by
online auctions such as ProperiyRoom.com which specialize in liquidation of surplus property for state
governments.
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Recommendation 3: Personal Computer Power Management

Recomniendation: Arizona should implement software in State computers that will allow network
administrators to put personal computers (PCs) and monitors to sleep after a certain period of inactivity,
This idea is also known as PC Power Management.

Background: In FY 2010, the State of Arizona spent approximately $41.5 million on energy, not including
Universities. In a typical organization, IT is the third largest consumer of energy. Two-thirds of a PC’s
energy is used when it is not in active use, including after business hours. By continuing to use energy,
money is being spent on energy in non-productive activities. Energy usage could be cwtailed if PCs were
forced to either be turned off at the end of each day or induced by a software program to temporarily shut
down during periods of inactivity.

Benefits: GITA and DES conducted a pilot program on 75 PCs in May and June 2010. Based on the results
of the pilot, DES alone would see energy savings from 154 KwH to 217 KwH per PC per year (although an
HP study found savings of 240 KwH). Industry standards for PCs that do not currently have a PC Power
Management program could see energy usage reduced by 60%. Those with a basic “sleep mode” program
could see savings of around 25%. GITA estimates that savings could be as much as $484,600 per year for
the estimated 25,000 PC users within Arizona State government at an average energy rate of $0.1045 per
KwH. This savings amount is roughly equivalent to 1% of the State’s energy bill and would potentially be
disbursed across agencies, depending upon what PC power management programs are already in place and
usage levels.

Implementation Considerations:
Network software will need to be installed to monitor PC power usage in the state agencies. According to
GITA, costs for the {irst year are estimated at $375,000 in license fees and $50,000 per year after,

The instatlation will occur at the server level which can then push out the required scripts to the individual
desktop PCs. This eliminates the need to conduct an installation on all 25,000 desktop PCs. The State will
need to establish minimum guidelines on when PCs “go to sleep.”

Finally, there would need to be some incentive for agencies to do this because they do not currently receive
any benefit from reducing their energy usage and costs. Energy costs are built into the agencies’ rent
charges, so the agencies would not see savings unless the State lowered the agencies’ rent charges

accordingly.
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Recommendation 4: Cell Phone Contract Management

Recommendation: The ADOA Telecommunications Program Office (TPO) has been investigating ways to
reduce expenses for cell phones. TPO was presented with an opportunity from Verizon, the State’s largest
wireless carrier, to pool the minutes used on its billings to provide immediate cost savings. COPE
recommends that the TPO continue to look for ways to save and proceed with Verizon to pool minutes
under existing contracts.

Background: The State of Arizona, including the Universities, currently utilizes over 12,000 cell phones.
Each agency monitors contracts for its own employees. Due to the decentralized nature of cell phone
acquisition and monitoring, several vendors and confracts arc available for use by State agencies, While
many of the contracts have provisions that are favorable to the State, larger efficiencies are potentially
available through an effort to pool minutes.

In the Verizon proposal, the State’s minutes would be combined in a pre-determined manner to allow the
pooling of used minutes to go toward the aggregate minutes allowed under the current contract. As an
example, an agency with wireless devices may now have all staff share rollover minutes avoiding overage
chatges. Under the proposed plan, the aggregate minutes of all agency employees would be combined and if
the total usage was under the aggregate of allocated minutes, there would be no overage charges billed.

Benefits: Significant savings could be generated by matching users to the optimal phone plans based on
their usage, eliminating unneeded data plans, and identifying and correcting billing errors. Furthermore,
TPO conducted initial analysis that indicated that pooling minutes with Verizon alone could save in excess

of $600,000 per year.

Implementation Considerations: Verizon and other vendors provided reports to ADOA to show how
rollover minutes could be pooled to achieve savings within those plans. After the TPO completes its
analysis of the vendor informatjon provided, the ADOA State Procurement Office will be enlisted to modify
or procure confracts that maximize the efficiency of a centralized management effort through the TPO.
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Recommendation 5: Performance-Based Building Maintenance Contracting

Recommendation: Arizona should explore opportunities for performance-based facility management and
maintenance for both traditional public buildings and secure-site facilities.

Background: Governments at local, state and federal levels have found that contracting the operation and
maintenance of facilities can lead to innovations, greater productivity and cost savings. Facility
management contracts are abundant in government and can be applied in a variety of forms, from individual
building maintenance and janitorial contracts to agency-wide facility maintenance management systems.
Maintenance contracts typically cover a range of building services including HVAC, electrical and
mechanical systems, janitorial services and landscaping. Various agencies in Arizona government already
contract for some of these services,

However, the piecemeal approach to contracting has [imitations. Typical building management and
maintenance contracts emphasize inputs such as: procedures, processes, wages, and the amount or type of
equipment, fime and labor used. Piecemeal contracting companies are paid for the quantity of work they do,
not on the quality of work that is provided. These contracts are usually limited to one year with four option
years. While traditional contracting in building operations and maintenance offers significant cost savings
over in-house government provision, there is little or no flexibility in determining efficient work methods,
as the contracting agency typically defines the work processes. In effect, the private contractor mimics the
agency’s processes thereby restricting innovation and limiting the potential benefits.

Long-term performance-based maintenance contracts are preferable, The time period for these contracts,
sometimes referred to as “total asset management” contracts, are typically greater than three years. Under
this type of arrangement, the contracting agency defines an end-goal and the contractor decides how best to
achieve the desired outcome. The contract creates clearly defined performance measures, outcomes and
timetables, while not explicitly defining work processes. This allows for new and innovative methods,
opportunities for value engineering and improved efficiencies to be incorporated into delivery of service. A
performance contract may tie at least a portion of a contractor’s payment, as well as any contract extension
or renewal, to his achievement. This allows governments to purchase results, not just process, rewarding the
private firm only if specified quality and performance goals are met. With performance-based contracting,
governments are purchasing something fundamentally different from in-house services.

This approach to performance-based or “total asset management” contracting emerged from the field of road
and highway maintenance, but the very same approach is stacting to be applied to the maintenance of public
buildings, including secure-site prisons and juvenile corrections facilities.

Benefits: Although an investment in building maintenance is required, in the long run state agencies
embracing this economy-of-scale approach to contracted maintenance setvices could realize cost savings
through having a fixed-rate, predictable budget line item over a multi-ycar period, as opposed to the
variability and cost inflation seen under piecemeal contracts for individual building maintenance tasks.
Additional benefits include transferving key maintenance and project risks from the state to the contractor
and efficiency gains through embracing a life-cycle approach.
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Reduced spending on facility maintenance over time amid tight budgets tends to cause buildings and
facilities to deteriorate faster, accelerating the need and driving up the costs for major system repairs and
replacements and facility construction. By shifting towards a life-cycle oriented approach to buijlding
maintenance contracting, agencies like ADOA, ADOC and ADJC could avoid major deferred maintenance
backlogs as well as reduce the current backlog while simultaneously ensuring that their facilities stay
properly maintained in a cost effective manner.

Case Study. Georgia — Georgia has been the leading state in applying the concept of performance-based
secure-site facility maintenance. Georgia’s Department of Juvenile Justice (DJJ) began outsourcing facility
maintenance at 30 of its 35 facilities in 2001. They contracted with CGL Engineering Inc. for a
comprehensive maintenance solution, which marked the first successful state correctional system
maintenance outsourcing to a private firm. The partnership was stiuctured to provide a long-term
maintenance solution without increasing the budget. The goal was to have a private partner tackle major
cortective maintenance projects the state had been unable to address it from within existing budget
constraints.

The results have been impressive. The DJJ found significant improvement in the condition of facilities after
just one year. For the first six months of the contract, corrective maintenance work orders outnumbered
preventive maintenance orders as longstanding needs were addressed. After two full years of the contract,
preventive maintenance work orders were almost double the comective work orders (19,700 preventive,
compared to 11,504 corrective). Significantly, the cost of preventive maintenance in the contract held labor
costs steady at their 2000 levels, before maintenance was outsourced.

To date, this partnership has generated significant improvement in facility conditions and resolved lingering
maintenance needs, all while holding the budget flat. CGL also developed a computerized mainfenance
management system for all of the facilities as part of the initiative, dramatically improving budget and
facility conditions information management. Prior to this, the state did not collect this information.

The Georgia DIJ's successful secure-site facility maintenance contract was viewed as such a success that
policymakers subsequently decided to apply the same model at the 30 DJJ sites and 18 secure-site facilities
across two additional agencies—the Georgia Department of Corrections and the Georgia Bureau of
Investigation. This multi-agency, multi-facility performance-based contracting approach could help Arizona
keep its maintenance budgets flat—if not lower costs—while helping the state tackle core facility
maintenance challenges and do more with its maintenance dollars.

Implementation Considerations: Axizona does not have a consistent history in preventative maintenance
investiment. For example, in FY 2010 Georgia spent $2.00 per square foot for the preventative maintenance
contract for correctional facilities. In contrast, the Arizona Department of Corrections (ADOQOC) estimates it
spent approximately $.42. Implementing the Georgia system at ADOC would cost an additional $12
million. The ADOA building system would require a similar increase in resources, However, it has been
demonstrated that preventative maintenance saves money over the long terni.

The procurement process needed to implement this recommendation would be more complex than existing
maintenance procarements, and substantial time for negotiations should be planned. However, there are two
mitigating factors.  First, agencies like the Department of Administration alveady have significant
experience in developing maintenance contracls.  Second, agencies can ulilize Georgia and other
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jurisdictions® successful procurements and contract models to provide guidance on scope of work
requirements, performance metrics and more.

Facility maintenance and management contracts could cover individual facilities in a conmmon category,
within individual districts, in bundles of districts, and even agency-wide. Major landholding agencies for
which this approach should be considered include the departments of Administration, Corrections and
Tuvenile Corrections. COPE will also need to investigate any legal yestrictions on contract length and it may
be the case that statutory adjustments or rule changes are necessary fora competitive procurement.

Further, the State should carefully evaluate comective versus preventative maintenance needs prior to
issuing an RFP to so that it can clearly communicate its expectations to potential bidders regarding the
scope and nature of the work to be undertaken, which party will be responsible for major and minor
corective maintenance projects. The more uncertainty regarding how large potential capital expenditures
would be handled under a contract, the greater the contractor risks and thus, bids at a higher rate. More
certainty on current and future capital expenditures upfront in the procurement process will help bidders
provide more accurate and competitive pricing,
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Recommendation 6: Asset Management

Recommendation: Per AR.S. §41-793, ADOA does an inventory of real property on an annual basis. COPE
recommends that this inventory collection be expanded to include raw land and any assets whose title was
transferred to ADOA. ADOA should work with and/or hire the State Cartographer to analyze where the land is
located, what the land is used for, and whether or not the state would benefit from disposing the land.

Additionally, with the reductions in state workforce over the last three years, ADOA should complete a
comprehensive review of office space utilization. This review should focus on opportunities fo consolidate
unused space that can then be mothballed or disposed.

Background: A real property inventory is a written record of what fand and assets a government owns, Real
property assets are typically immovable property, such as office buildings, warehouses, heavy equipment, or
bridges. Governments can also track additional property, like vehicles, in a comprehensive inventory.

The Arizona Departiment of Administration (ADOA) currently retains a comprehensive inventory of improved
real property state-owned assefs for 22 state agencies, boards, and commissions. ADOA’s annual inventory of
improved real property does not include unimproved property, also known as raw land, owned by one or more
of the foregoing agencies. ADOA does have an informal inventory of unimproved real property easily
converted to an official format as a section of its existing improved real propeity database. Arizona’s State
Trust lands expressly are intended to be excluded from this inventory pursuant to the Arizona Enabling Act and
the Arizona Constitution.

ADOA also acquires propeity interests under Title 42, Chapter 18 and via quit claim deed in the instance of
Judicial and Administrative Foreclosures associated with tax liens iraposed by Arizona’s counties. When a
county is unable to dispose of tax liens on properties by selling them to private investors, the county forecloses
on the property and transfers the title to the State of Arizona. The counties are not required to notify the State
of the transfer and usually do not. The State’s titled interest in the property is in trust — not proprietary in nature
- for the State and other taxing governmental subdivisions in the county wherein the land is situated. The State
does have the power to sell the property and apportion the proceeds to the State and other governmental
subdivisions.

ADOA currently holds an undetermined quantity of titles or other records associated with these properties,
ADOA does not have sufficient staff to either inventory these properties or complete the required research to
determine if the commercial value of these propetties. The number of properties transferred to the State in this
manner on an annual basis is also unknown, and ADOA has been in dispute with Maricopa County over the
obligation of “ownership” associated with some of these properties.

Benefits: Arizona would benefit from taking comprehensive steps towards being a better steward of the land it
owns and streamlining the cfficient transier of all unnecessary or under-used real property. A comprehensive
list of land and assets, up-to-datc with their current use, would allow the State to assess what property it might
be able fo lease or divest to generate upfront cash in times of economic crisis.



Developing a comprehensive list of assets will also permit the accumnulation of benciunarking data to facilitate
decision-making while implementing property management decisions, and provide documented institutional
memory in the face of changes in personnel.

Georgia offers a powerful example of this process’s success. When it set out fo inventory its property it found
many cases of mismanagement of public resources. Using its state “Building, Land & Lease Inventory of
Property” (BLLIP), Georgia identified several properties that were not being used to their full potential. In one
case, underused propetties were consolidated into the Douglasville One Stop Shop, a collocation project of
three state agencies. BLLIP also identified two properties in close proximity of each other that could be

consolidated.

Significant savings at the State may be also achieved through the relocation of those agencies, boards and
commissions cuttently housed in office space within commercial buildings to state-owned or managed facilities,
Recent experience in Arizona suggests that significant savings are possible through more efficient ufilization of
office space. Since 2009, ADOA’s General Services Division (Building and Planning Services) has taken
advantage of a down commercial office space market to lower coss, working with its tenant broker contractor
to reduce rental costs for state agencies in commercial office space by $2 million annually. Over that same
period, space consolidations and lease terminations have geaerated approximately $7 million in savings.

Implementation Considerations: A first step to move Arizona towards a more robust and useful real property
inventory would be for ADOA to undertake an “inventory of inventories” to find out what buildings, facilities
and other non-land, real property assets that state agencies already know that they own. Second, ADOA should
inventory all quit claim assets. ADOA should determine what types of additional resources are needed to
coniplete these inventories and if the State Cartographer or other state entities could assist in that process.

Upon completion of the asset inventory, ADOA could categorize all state-owned property as: (1) property
curtently serving a critical function that would be unlikely for sale or divestiture such as state courthouses and
public safety facilities; (2) rea) estate that is unused, underutilized, or not linked to concrete program goals; (3)
revenue-generating assets that offer significant lease opportunities; or (4) non-critical assets that are not
supporting a inherently governmental function for which both sale or lease ate viable options.

As ADOA completes a space utilization report, ADOA should recomumend which agencies could be moved and
analyze the possibility of clearing out an entire building. Significant program and staff reductions in state
governinent in recent years have left much unused office space in state-owned or managed office buildings, At
the same time, there are some agencies, boards and commissions who lease office space in properties not owned
or managed by the state. As discussed above, the state may be underutilizing its own office space while paying
money to third party vendors to rent space it may not need, The State’s ability to dispose of these propetties and
retain any proceeds requires legal review.
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Recommendation 7: Education Data Collection

Recommendation: The State should set aside funds to finance the evaluation of the Arizona Department of
Edueation’s current Student Accountability Information System (SAIS) and data warchouse in order to support
the education reform goals outlined in the State’s Race to the Top application. Furthermore, Arizona’s data
system needs to be updated in order to meet federal compliance,

Background: SAIS was created to electronically store all student level and school finance data that are
compiled and submitted to ADE. This data collection is necessary to comply with statutory requirements
assigned to ADE and the State Board of Education for calculating school funding and determining the academic
progress of students. Data elements stored in SAIS include a student’s identifier, name, date and place of birth,
gender and ethnicity, attendance record, absences, school membership, and special needs information. All
collection, maintenance, or disclosure of student educational records must comply with the Federal Family
Educational Rights and Privacy Act (FERPA).

HB 2733, signed into law this year, tequires the Arizona Department of Education (ADE) to explore the
posstbility of privatizing its data system. Specifically, ADE must enter into contracts with public or private
entities by August 1, 2010 to evaluate its current data collection, compilation and reporting system. Using the
evaluation results, and based upon availability of funds, ADE must enter into a contract by October 1, 2011 to
replace or update SAIS and bring it into compliance with the American Recovery and Reinvestinent Act of
2010 (AJRRA).i In addition, the bill establishes a Data Governance Commission and a Task Force on Data
System Privatization.

Arizona’s Race to the Top2 application highlighted the necessity for a reliable data system as a priority of
educational reform. In order to move forward with the reform goals set in Arizona’s plan, it is imperative that
the data system provides accurate and robust data across the P-20 continuum,

Benefits: A strong longitudinal data system is the foundation to all areas of both K-12 and higher education
reform, An expanded, reliable, and robust data system will enable stakeholders to analyze individual teacher,
school, and district performance, as well as provide the ability to evaluate and streamline school finance.
Arizona’s plan for K-12 reforni, outlined in Arizona’s Race to the Top application, clearly detailed the need for
a strong data system in order to accomplish the following reform areas: teacher and leader effectiveness, turning
around the lowest achieving schools, and ensuring alignment of standards and assessments. Additionally, ‘to
accomplish ongoing higher education reform initiatives, an aligned and integrated data warehouse will provide
the data necessary to establish accountability measures for the higher education system, monitor progress, and

provide transparency.

! The State Fiscal Stabilization Funds are part of ARRA to backfill state budget cuts to education. By accepting the second round of
State Fiscal Stabilization Funds (SFSF), the State of Arizona also agreed to update its education data systern to include several new
variables, including the capability of linking teachers to student performance. In the application for SFSF Phase 11, Arizona provided a
plan to collect and report new data elements by Seprember 30, 2011,

? Race to the Top (RTTT) is a competitive ARRA grant in which Arizona applied for $250 million. Arizona’s RTTT proposal

provided a statewide, comprehensive education reform plan designed to improve instructional effectiveness, close achievement gaps
and increase educational outcomes. Governor Brewer stated that Arizona will move forward with plan proposed in the application,

regardless of the fact that Arizona was not selected to receive the award,



Although this will require some upfiont costs, outsourcing the data system will likely reduce the cost of
rebuilding a new system and reduce annual costs. Furthermore, in order to be compliant with the ARRA, the
completion of a longitudinal data system is required.

Implementation Considerations: There are two separate initial costs to be considered: 1) the cost of
evaluating ADE’s cutrent data management system, and 2) the actual cost of modifying or replacing the
system. Based on prior contracts, ADE estimates the evaluation cost could be up to $500,000; however, others
estimate it will be closer to $200,000. The Governor has agreed to set aside money from her discretionary funds

in order to finance this study.

The SAIS replacement/update cost could range from $10 miilion to $20 million. Arizona anticipates somne
financial support to come from ADE, private foundations, and other financial resources to enhance existing data -
systems to make all data readily available to educators, policy makers, parents, and the general public,

When developing the privatization model, the State needs to make sure that it continues to own the education
data. If the education data is managed and owned by a private company, the State’s options are limited if and
when it wants to renegotiate prices or make any changes. The Department of Education should move forward
with the evaluation RFP as soon as possible. Once the evaluation is completed, steps in privatizing the data
system should be taken (per the evaluation’s récommendations),
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Recommendation 8: Rest Areas

Recommendation: Arizona should pursue changes at the federal level to allow for the privatization of rest
areas or public-private partnerships to operate the facilities. Only states with rest areas in operation before the
1956 Interstate Highway Act are eligible to privatize, outsource or engage in public-private partnerships, and
unlike many East Coast states, Arizona currently has none of these options. COPE recommendations that the
Arizona Department of Transportation (ADOT) continues to work with its Congressional delegation and with
other states to seek changes in federal law to allow for alternative funding strategies, the flexibility fo use
federal highway funds to support rest areas, and the ability fo designate existing establishments as state-certified
rest areas.

Background: ADOT has 18 rest areas under its jurisdiction. Ten of these rest areas are open to the public and
another four rest areas are due to reopen by the fall, with four to remain closed due to serious repair issues.
Most of the state's rest areas are at least 40 years old and in need of major improvements. ADOT annually
spends about $320,000 per rest area for maintenance, electricity, and water services. This funding level only
enables the Department to keep the rest areas functioning to meet basic needs, but longer-term solutions need to
be explored to establish rest areas as a permanent part of Arizona's highway infrastructure.

Benefits: Currently maintenance and improvements to rest areas must compete with other eritical public safety
services, such as snow removal, highway maintenance, and highway crash responses that are funded from the
same soujce, specifically the State Highway Fund. The annual maintenance cost for all 18 rest aveas is about
$4.7 million. For the 14 rest areas that will be open in FY 2011, the estimated, annual maintenance costs will
be about $4.1 million. It is important to note, that these costs do not include rehabilitation work that may be
required to keep these facilities operating in the long term. The total costs of these identified rehabilitation
projects could be as high as $50 million over the next five years.

Public-private parinership (PPP) opportunities or having the ability to use existing federal funding sources
would greatly reduce cuirent financial limitations that ADOT faces each year in maintaining and improving
Arizona's rest areas.

Implementation Considerations: Arizona needs Congressional approval to: 1) enable states like Arizona to
privatize or allow for public-private partnerships to operate rest areas; 2) provide siates flexibility to use
existing federal highway funding sources to maintain rest areas and 3) amend federal and state law to make it
more feasible for states to join forces with businesses that are located near highways that can be designated as
state-certified rest areas. In addition, potential changes to ARS § 28-7058 to make it more feasible for ADOT to
establish a state-certified rest area program without administrative rule making.
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Recommendation 9: State Parks Concessions

Recommendation: Arizona State Parks {(ASP) should maximize efforts to enter into more long-term concession
agreements with private recreation firms. ASP should enhance its relationship with Tourism, Arizona Game
and Fish Department, and Jocals to help promote the state park system to in-state and out-of-state residents.

Background: In the fall of 2009, ASP entered into a contractnal agreement with the City of Yuina to operate
the Yuma Quartermaster Depot State Historic Park. This agreement represented the first time Arizona State
Parks utilized a city for operation of a park. As the economic and budget crisis continued, ASP worked with
local governments and nonprofit organizations on creative ways to keep parks open in their communities as the
economic loss of a closed state park often outweighed a one-time cash infusion.

Within state parks, the term concession can mean different things. A common type of parks-related concession
involves having a private company operate a retail store, food or equipment rental operation within a
government park. ASP should expand these types of concession contracts within parks to increase revenue and
visitation: For example, private concessionaires currently operate the commercial activities such as lodging,
retail, or food in the national parks, including the Grand Canyon, Yosemite and Yellowstone, ASP already
makes use of similar concessions in several of its parks; a list of current concessions can be found in Appendix
6. Future plans for concessions include Contact Point, a proposed marina project focated on Lake Havasu,
Contact Point will thus be a prime example of the perfect Arizona park with great recreation, close proximity to
water and newly developed faciiities.

Whole park concessions consist of a long-term (10-20 year} lease of the entive operation of a park or group of
parks under a performance-based contract with a private recreation management company. This is an approach
pioneered and used extensively by federal agencies like the U.S. Forest Service (USFS). Contracts might be
structured as commercial leases in which the concessionaire collects 100% of gate and recreation fees to fund
the park’s operations and maintenance costs. The concessionaire would then pay a set percentage of gate
revenues to the public agency as an annual lease payment, generally from 5% to 20%.

Benefits: Concessions by private vendors could increase the popularity of Arizona State Parks, as well as
increase ASP revenue and encourage economic growth. Furthermore, whole park concessions offer an
opportunity to tutn state parks which operate at a loss into self-sustaining assets for the state by bundling these
concessions with tevenue generating parks. Through risk-transfer and decreased costs, ASP may see large

savings,

Implementation Considerations: SB 1349, signed into law by Governor Brewer, allows the State Parks Boaid
(Board} to contract with public or private entities or an Indian tribe to operate state parks. Specifically, it
authorizes the Board to make emergency procurements for contracts from a public or private entity or an Indian
tribe to assist in the operation, management or maintenance of one or more state parks or completely operate,
manage or maintain one or more state parks. SB 1349 granted ASP statutory authotity to implement this

recomimendation.

* See Appendix 6 for other Arizona State Parks partneiships.
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Although SB 1349 allows an outside vendor to take over full operation of a state park, it is rare for a state park
to be completely managed without state resources. As mentioned previously, in cases where there is a third-
party operator, the state typically contributes resources for law enforcement, capital maintenance, and resource
protection. However, if ASP contract for whole park concessions, it would be advantageous for ASP to bundle
parks together to create optimal packages of state parks that can be run cost-effectively and on a self-snstaining
basis. This would involve bundling attractive packages for concessionaires that incorporate revenue-generating
parks and parks operating at a loss, as well as coordination with federal land agencies adjacent to or in
partnership with cerfain ASP parks. Private concessionaires will have greater interest in parks that have higher
visifation and therefore the potential to bring in more revenue.

The procurement process needed to implement the whole park concession model would likely be more difficult
than the normal process, USFS has already implemented whole park concessions model to operate part of its
recreation facilities tiwoughout Arizona; thus, there exists successful procurement and contract models that can
serve as a useful guide to ASP if that route is taken.

Finally, it is important to note that a number of state park lands have restrictions that limit the type of
development and uses on land regardless if it is operated by the state or a private entity.
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Recommendation 10: Consolidate Credentialing

Recommendation: COPE recommends that the Arizona Health Care Cost Containment System (AHCCCS)
continue participation in the consolidation effort of the credentialing process for health care providers.

Background: Every provider that receives Medicaid payments must be “credentialed,” which means that they
comply with a series of AHCCCS and health plan requirements. These include proof of licensure or board
certification, graduation from an accredited school, and postgraduate training, as weli as a five year work
history and attestations of items such as malpractice insurance coverage, history of discipline action, and lack of
present illegal drug use. Additionally, site visits for PCP and OB/GYN applicants verify compliance with
vaccine/drug storage and other regulations.

In the curvent structure, there are multiple instances in which provider qualifications are verified. When a
provider applies for his or her AHCCCS identification number, AHCCCS requires a “regisiration” process in
which a provider must provide proof of license, DEA number (if a prescribing provider) and proof of
malpractice insurance. The provider’s information is checked against a federal database of banned and
excluded providers to ensure the provider is qualified to participate in the Medicaid program. Information
collected through this process is then shared with participating health plans.

A second layer of verification (known as credentialing) is required by each health plan participating in the acute
and long-term care programs. This credentialing process can be exhaustive and is repeated every three years.
Furthermore, if providers wish to participate with multiple heaith plaus in an area, they must go through the
credentjaling process with each health plan.

Current AHCCCS regulations permit health plans to delegate responsibility for the credentialing process to
another entity, but require the plans to retain the right to approve, suspend or terminate their own providers,
There have been at least two previous cfforts to consolidate health plan credentialing at the state level (in
AHCCCS). The health plan medical directors have been resistant due fo liability issues associated with
accepting providers that the health plans did not directly verify.

The Arizona Association of Health Plans (AAHP) began an effott to voluntarily consolidate the majority of
health plan credentialing activity through a private contractor. The contractor would collect all the necessary
infounation from providers and compile it into a centralized usable file that the heaith plans could then use to
make theijr credentialing decisions. This model leaves the actual decision-making at the health plan level but
eases the burden on providers by allowing them to provide required information to only one entity. It will also
teduce duplicative staff at the health plan level, likely resulting in some savings.

AAHP issued an RFI jn May, and has received at least three potentially viable responses, Health plans are
developing criteria regarding what additional intormation and requirements they would want to be included in
any contract for credentialing. AAHP reports that it expects to move forward with the effort in September,

County health plans (who operate some of the long-tetm care contracts) and state contractors (e.g., CMDP) are

not members of AAHP and therefore would not automatically be included in the centralization effort. However,
AAHP has indicated willingness to allow those providers to participate.
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This effort does not eliminate the separate AHCCCS registration process because that process is needed to
validate providers who receive fee-for-service payments so their claims can be processed.

Benefits: It is anecdotally reported that the current process of credentialing is burdensome enough to discourage
some providers from participating in AHCCCS networks entirely, and mutltiple layers of verification introduce
inefficiencies into the health care system. If consolidation occurs, the system itself could see cost savings that
would reach the state. If more providers agree to participate in AHCCCS, it is possible that the increased
competition could lower rates. Further, efficiencies in the health care system may result in savings to the rates
paid to health plans and providers. This would result in lower General Fund costs for AHCCCS.

Implementation Considerations: The State should monitor AAHP’s effort toward consolidation of the
p

credentialing process. The State should also engage AHCCCS in further discussions regarding potential ways
to streamline the registration process.
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Recommendation 11: Use of Technology

Recommendation: COPE applauds the recent effort of ADOA in automating and outsourcing the employment
verification process. The Commission believes that other agencies could follow suit and attempt to automate
processes.  COPE recommends new legislation allowing taxpayers to use electronic signature directly
benefitting the Department of Revenue (DOR) by streamlining processes.

Background: On June 18, 2010, the State of Arizona implemented an automated employment and income
verification system, making it faster and more convenient for verifiers to obtain this information. All
verification requests are now handled by phone or internet through the State's vendor, The Work Number
(TALX). The Work Number is a fully-automated, secured employment verification service, which allows
organizations to retrieve employment verification and/or payroll verification in minutes, 24 hours a day and
seven days a week. State agency human resources and payroll professionals handle approximately 14,000
requests a month for verification of an employee's employment or income. These requests are received from
both private and public sector organizations seeking information to support an employee's application for a
loan, new apartment, governiment assistance, etc. The verification of employee information is a manual, fabor
intensive process. It is estiated that state personnel spend over 3,500 man hours each year processing these
requests.

Furthermore, taxpayers currently have the option of submitting the JT-1 (Joint Application for Transaction
Privilege, Withhiolding and Unemployment Tax), either online via AZTaxes, or by submitting a paper
application by mail or in person. DOR could realize significant labor cost savings by driving more traffic to
AZTaxes to submit electronically instead of submitting on paper. Currently, all aspects of completing the JT-1
can be completed on-line except that current law requires the taxpayer’s signature. COPE believes that
legislation facilitating the acceptance of electronic signatures would improve customer service as well as
decrease {abor costs as more taxpayers utilize website services.

Benefits: Benefits of the antomated, outsourced sofution for employment verification include:
* Reduced workload and increased productivity for state employees that handle verifications.

o It is estimated over 3,500 hours of state staff time is spent annuvally on verifications. Usinga $13
per verification industry average, those verifications annually cost the state approximately
$182,000. When fully deployed, it is anticipated the solution will reduce current staff workload
by 75%, and estimated savings of $136,500.

o Reduced risk of unauthorized disclosures.

o The TALX solution requires any organization requesting employee information to have a
legitimate purpose for the request. An organizational background check is performed and
specific purposes for each request must be declared before TALX will provide verification
information.

e Reduced costs Jor AHCCCS and DES for social services verifications.

o AHCCCS and DIS have contracted with TALX to secure on-line income verification
information for people applying for social service program assistance. With the addition of state
employee dala to the TALX system, TALX reduced AHCCCS and DES contract costs
approximately $25,000 per year.

39



COPE believes that the first benefit — reduced workload and increased productivity for state employees — would
be present in any similar automated processes. According to DOR, electronically filed returns require very little
labor, on a marginal basis to process, have an error rate vastly lower than paper returns, and aliow for faster
service to taxpayers. DOR could potentially realize significant labor cost savings if more taxpayers filed
individual income tax returns electronically. Allowing a tax credit to cover the vendor charge to the taxpayer
for filing electronically may encourage more taxpayers to do so.

Implementation Considerations: ADOA reports that the new automated, outsourced solution is meeting
expectations.



C. CREATING A STATE PRIVATIZATION PROCESS IN ARIZONA

Recommendations for privatization are not self-implementing. Privatization requires a change in thinking
among career civil servanis and among appointees mastering new responsibilities. In order to systematically
uncover, examine, and implement prudent privatization, consolidation and efficiency proposals in agencies,
Arizona needs an appropriate management structure and suitable processes have to be designed, learned, and

carried out,

Privatization is implemented most effectively when govemment establishes privatization as a standard
management policy and adopts appropriate management structures and policies that reflect best practices in
procurement and contracting. To this end, we recommend that the Governor issue administrative policy
guidance to state agencies stating that achieving efficiency through private sector competition is a standard
policy across state government.

States and national governments with the most experience and success in privatization have also created
centralized entities to manage privatization and government efficiency initiatives. For example, many states
have created “centers of excellence™ to assist decision-tnaking and dissetinate best practices in contracting out
public services and governmental functions. In practice, these entities take a variety of forms, ranging from
internal working groups within an executive office to stand-alone privatization councils with dedicated staff,
Regardless of the form it takes, the entity is typically tasked with implementing and/or monitoring privatization
initiatives consistently across state and national governments, ensuring that privatization is done for the right
reasons and with proper due diligence,

A “center of excellence” along these lines would help Arizona’s state agencies streamline processes, identify
efficiencies and walk through the process of outsourcing services where appropriate. It could assist government
agencies in developing business cases for proposed privatization initiatives as well as evaluating other key
policy considerations such as potential cost savings, service quality improvements, risks, and etployee
transitions that are essential to a successful privatization initiative. This center would apply a business case
process and a rigorous cost-benefit analysis to determine if privatization should go forward for state agencies
and services. The center should also;

¢ Develop a standardized, enterprise-wide process for identifying and implementing competitive sourcing;

o Develop rules instituting performance-based contracting and business case development as requirements
for state procurements;
Disseminate lessons learned and best practices in competitive sourcing across state government;

+ Assist agencies in developing business cases that clearly outline the rationale for any proposed
privatization initiative before any RFP/RFQ is issued,

¢ Conduct an annual or biannual inventory of all functions and activities performed by state government,
distinguishing between inherently governinental activities and commercial activities

« Create a uniform cost accounting model to facilitate appropriate cost comparisons between public and
private sector service provisions

» Track agency performance in implementing the privatization strategy, and report periodically to the
Governor and to the Legislature on the results and status of the privatization program.
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The idea of a centralized privatization center is not new to Arizona. In 1983, the Legislature established the
Private Enterprise Review Board (PERB) as an independent body with the mission to review state functions that
compete with private enterprise. However, the PERB was seen by many observers as having limited
effectiveness primarily because it lacked an effective mandate. PERB had ten volunteer members that primarily
reviewed complaints about state agencies competing with private enterprise, and solicited and evaluated
expressions of interest from the private sector to perforin functions performed by state agencics. Its role as an
advisory body, its lack of a clear statutory mandate to drive statewide privatization initiatives, and its lack of
integration into the executive branch constrained its effectiveness at limiting the size and scope of government
and PERB was discontinuved in the late 1990°s.

Florida’s Council on Efficient Government (CEG) offers an illustrative example of the potential savings and
other benefits achievable through a more structured, comprehensive approach. Florida's CEG was established
in 2004 during former Governor Jeb Bush’s tenure and was a key component of a larger privatization strategy
that ultimately helped his administration realize over $550 million in cost savings through over 130
privatization and competition initiatives over Bush’s eight-year term. Although most of the work was done
during good economic times, by creating CEG, Florida has been better able to manage through the difficult
times of recent years. Meanwhile Arizona has undergone its own rough overhaul of state government since
2008, and could have benefitted from having a CEG of its own to assist.

A similar privatization center could be established in various ways in Arizona either by executive order, as was
done in Florida, by statute, as was done in Utah, Virginia and Texas, or executive action as was done in
Louisiana. Avoiding new expendifures on state positions in a time of fiscal crisis is an obvious concem, so
COPE recommends that any new privatization center rely on existing staff with requisite skills to the extent

possible.
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D. CONCLUSION

As the result of this current economic crisis, Governor Brewer has tasked COPE and ultimately the people of
Arizona, to look at government with a more critical eye focused on efficiency and value. The recommendations
in this report are suggested as initial steps to put Arizona on solid financial ground. History has shown that
when implemented with attention to best practices, privatization can help governments achieve significant cost
savings, improved service delivery, access to technology and advantages in risk management.

Although any crisis involves danger, it also provides the opportunity for transformation. Arizona now has a
chance to quell the inflated cost of public services that have long escaped scrutiny and to create a new model for
improving government performance. This innovative approach will not only reduce spending, but will provide
significant environmental and quality-of-life benefits such as reducing energy consumption, streamlining the
distribution of supplies and restoring crumbling rest stops and public buildings - all at a reduced cost to

taxpayers. :

In the months ahead, COPE will continue to ask if our government should be doing what it is doing today, and
if are there things that can be accomplished more efficiently through streamlining, reorganization or
privatization. While this initial report is focused on efficiencies that can be immediately pursued, the next
report will propose structural changes to better position the state for long term stability.
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Appendix 1: Executive Order Creating COPE
EXECUTIVE ORDER 2010-10

Establishing the Commission on Privatization and Efficiency
(Amending and Superseding Executive Order 2010-04)

WHERTAS, the citizens of Arizona deserve the best and most effective State government their tax dollars can
provide;

WHIEREAS, Arizona taxpayers should be confident that State government is providing only necessary
services, functions, and goods and is doing so in the most cost-effective manner;

WHERIEAS, government should focus on performing inherently government functions with full transparency
and accountability;

WHEREAS, the private sector often provides benefits and solutions not always available or considered by
government agencies;

WHEREAS, input from public and private sector leaders can assist in identifying state services and agencies
whose functions can be elimminated, consolidated, streamlined or outsourced to achieve greater operational
efficiency in meeting the needs of the citizens;

WHEREAS, Governor Brewer signed into law House Bill 2396, which expands the anthority of the Arizona
Department of Transportation to use public-private partnerships and has been recognized nationally;

WHEREAS, during the last year, Governor Brewer and the Arizona Legislature imposed the largest spending
reductions — $1.09 billion — in Arizona’s history, streamlined govermment operations, eliminated State services
and programs, and reduced the State workforce by almost 10%;

WHEREAS, a more formal and systematic review of government services, programs, and functions is required
to ensure State government is operating in the most efficient manner and fo purge unnecessary expenditures;

NOW THEREFORE, I, JANICE K. BREWER, Governor of the State of Arizona, by virtue of the authority
vested by the Constitution and the laws of the State of Arizona, do hereby order and direct as follows:

D The Commission on Privatization and Efficiency (hereafter COPE) is hereby established. [ts
mission is to examine each state agency, departient, board, commission. and entity’s
constitutional, statutory and practical functions, to determine which powers, duties and
respounsibilities can be (1) eliminated, (2) streamlined, (3) consolidated or (4) outsourced to reduce
the size and cost of state government.
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Executive Order 2010-10

Page 2

2)

3

The Governor will appoint the Chairperson of COPE and it shal} consist of a total of eleven (11
members, six (6) of which shall form a quorum. COPE shall consist of the following members:

. & @& ¢ @

The Chairperson appointed by the Governor;

The President of the Senate;

The Speaker of the House of Representatives;

The Director of the Office of Strategic Planning and Budget;

The Director of the Goverument Information Technology Agency;

The Director of the Department of Administration;

The Director of the Department of Transportation;

One individual engaged or employed in the private sector, appointed by the Governor;

One individual with expertise in public-private partnerships, appointed by the Governor;

One individual engaged or employed in the private sector or expertise in public-private partnerships,
appointed by the President of the Senate;

One individual engaged or employed in the private sector or expertise in public-private partnerships,
appointed by the Speaker of the House of Representatives.

The duties of COPE shall include, but are not limited to, the following:

A.

Review whether a state agency, department, board, commission, entity, or function is essential to the
operation of government, and if it is, whether it should be streamlined, consolidated, or outsourced
to maintain quality of service while achieving greater efficiency.

Recommend elimination, consolidation, or outsourcing of a state agency, department, board,
commission, entity, or function if a proposed change can provide a more cost effective manner of
providing a governmental service. -

Review activities, functions, programs, and services of state agencies, departiments, boards,
commissions, and entities to ensure they are necessary, not duplicative and are meeting the needs of

Arizona citizens.

Evaluate the operation of public institutions and services to determine if, given the evolution of
available alternative resources, these services may be provided in a more cost-effective manner
without diminishing their quality or availability.

Recommend standards, processes, and guidelines for COPE and state agencies to use in evaluating
government activities to eliminate, streamline, consolidate or outsource.
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Executive Order 2010-10

Page 3

4)

5)

6)

7)

8)

COPE may hold public hearings as part of its evaluation process, and the Chairperson may appoint
advisory groups to conduct studies, research or analyses, and make reports and recommendations with
respect to a matter within the jurisdiction of COPE.

Members may send designees to represent them at COPE meetings.
COPE shall subit a report to the Governor by July 30, 2010. The repoit shall focus on
recommendations that could be implemented during fiscal year 2011. A final report shall be prepared

and submitted to the Governor no later than December 31, 2010.

All departments, cominissions, boards, offices, entities, agencies, and officers of the State of Arizona, or
any political subdivision thereof, are authorized and directed to cooperate with COPE in implementing

the provistons of this Qrder.
The Office of Strategic Planning and Budgeting (OSPB) shall provide administrative support to COPE

as directed by the Governor.,

IN WITNESS WHEREOY, | have hereunto set my hand and caused to be
affixed the Great Seal of the State of Arizona.

GOVERNOR
DONE at the Capitol in Phoenix, Arizona this 21¥ day of January in the Year
Two Thousand and Ten and of the Independence of the United States of America
the Two Hundred and Thirty-Fourth.

ATTEST:

SECRETARY OF STATE
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Appendix 2: Arizona's Budget Crisis

The State of Arizona began FY 2011 with a positive account balance and a balanced budget. However, Federal
Heaith Care reform created a $150 million current year deficit. Additional risks to the FY 2011 state budget

include:

* Voter approval of Proposition 302 in the General Election on November 2, 2010 repealing First Things
First and redirect $385 million in fund balance and tobacco tax revenues to the General Fund

*  Voter approval of Proposition 301 in the General Election on November 2, 2010 allowing a transfer of
$124 million fiom the Land Conservation Fund to the General Fund

* Revenues meet or exceed projections in FY 2011

The budget impacts of federal heaithcare reform expand in FY 2012 creating an estimated $1 billion budget
deficit that will be addressed in the coming year.

General Fund Ongoing Revenue and Expenditures Adopted Budget
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Appendix 3: State Privatization Overview

"It is belter for the public to procure at the market whatever the market can supply: because there if is

by competition kept up in its quality, and reduced to its minimum price.”
-—Thomas Jefferson, 1808

In both public and private bureaucratic enterprise, sonie degree of mission creep is inevitable as budgets, staff
and responsibilities build incrementally over time. All levels of governments have expanded into hundreds of
activities that are considered to be commercial in nature. Both mission and operational functions are not always
inherent or unique to the public sector. In challenging fiscal environments, identifying areas where the private
sector can perform governmental functions more efficiently can be an important part of the budgetary solution.

Privatization refers to governments utilizing the private sector to both identify and implement reforms that take
advantage of the capabilities of the private sector and provide better value for the public where appropriate.
Privatization ranges from outsourcing simple contracts, such as highway snow removal and landscaping, to joint
public-private ventures such as the construction and operation of roads, schools, prisons and hospitals. Over the
last several decades, privatization has shifted from an ideological concept to a commonly-used policy
management tool. Most governmental services have been privatized in some forin somewhere in the world,
from local services, such as road maintenance, to national services, such as air traffic control.

A. Privatization in the States

Atall levels of government in the United States, privatization continues to be used by both major political
parties to improve the efficiency and performance of government services. Because every state government
uses privatization differently, comprehensive comparative studies of privatization are difficult to produce.

The Council of State Governments (CSG) released the most recent state-level privatization trend survey in
2003. The survey showed that the amount of privatization either remained static or increased sliphtly across the
states between 1998 and 2002. When asked about the primary motivations for piivatization of state budget
directors cited cost savings, while agency heads ranked a lack of personnel or expertise. The CSG survey also
noted that privatization trends will likely continue to increase as nearly half of surveyed officials responded that
privatization in their state or agency was likely to increase and the other half responded that it would remain the

same.

There are dozens of state services and government activities for which privatization could be applied. Some of
the most privatized activities and services include:

Highway design and maintenance

Building repair and maintenance

Vehicle fleet operations, maintenance & ownership
Information technology

Administrative suppoit services

Risk management

Facilities financing, operations & maintenance
Park operations & maintenance

[ ]
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» Corrections
Core infrastructure
» Engineering and design services
»  Welfare-to-work programs
« Child care, child welfare and adoption programs
e Mental health and developmental disability services
* Vehicle inspections and emissions testing
« Juvenile rehabilitation
» Environmental fab analysis
» Environmental remediation
*  Golf course operations and management

Some representative examples drawn from recent state-level privatization initiatives and programs are listed
below to illustrate the possible benefits gleaned through privatization:

NATIONWIDE

* Since the mid-1980s, twenty-six states have passed laws authorizing privately-financed transportation
infrastiucture, giving states a new source of infrastructure fanding amid dramatic shortfalls in gasoline
tax revenues. Several multi-billion dollar, privately-financed highway and tunnel projects are currently
being constructed in Texas, Virginia and Florida; and systematic programs to facilitate private
transportation finance are currently being developed in Arizona, California, Michigan, Noyth Carolina

and Puerto Rico.

= Many aspects of road and bridge maintenance are privatized in most states. For example, in 1996 the
Virginia Department of Transportation began outsourcing over 250 miles of Interstate maintenance to
oue contractor in a 5.5-year, $130 million fixed-cost contract that was subsequently renewed and
extended to cover hundreds of additional Interstate miles. Various studies have estimated cost savings
from this privatization ranging between 6-20%, As of 2008, the Florida Department of Transportation
had developed 32 similar “fence-to-fence” maintenance contracts covering Interstates, toll roads, and
other state highways, with an estimated 16% cost savings over in-house provision.

« DPrivate providers play a major role in operating prisons and delivering correctionaf services in over a
dozen states. According to the Texas Legislative Budget Board, cost savings in Texas’ private prisons
averaged 15% annually between 1989 and 2008, ranging between 4 and 24% in any given year. During
that 20-year period the average daily cost of operation in private prisons has never exceeded the costs in
comparable state-run prisons. A 2009 Avondale Partners survey of 30 state correctional agencies found
that states currently using private sector services report average daily savings of 28%. The Indiana
Department of Correction has reduced the correctional food services costs at dozens of facilities by
approximately 30% since contracting out in 2005,

FLORIDA
¢ The administration of former Florida Governor Jeb Bush advanced over 130 privatization initiatives.

State services privatized under Governor Bush include highway maintenance, core enterprise [T
infrastructure, vehicle fleet management, Medicaid billing, toll collections, online professional [icensing,
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state psychiatric hospitals, state park maintenance, and custodial services. Bush also saw the creation of
the State’s Council on Efficient Government, which serves as Florida’s center of excellence in
privatization and has helped standardize how the state identifies opportunities, conducts competitions,
and awards and manages contracts for government services.

After privatization of the South Florida State Hospital and the dramatic turnaround in quality and patient
care upon its privatization, the Florida Statewide Advocacy Council unanimousty passed a resolution in
2003 supporting the privatization of additional psychiatric facilities in Florida. The Florida Department
of Children and Families told a legislative committee in 2007 that the average cost per bed in privately-
operated state psychiatric facilities was as much as 15% lower than at state-run hospitals.

GEORGIA

Georgia’s Department of Juvenile Justice (GDJJ) began outsourcing facility maintenance at 30 of its 35
secure-site facilities in 2001, marking the first successful state correctional system maintenance
outsourcing. The contract was structured to provide a long term maintenance solution without
increasing the budget. The initiative has generated significant improvement in facility conditions and
resolved lingering maintenance needs, all while holding the budget flat. The contractor also developed a
computerized maintenance management system for all of the facilities it maintains under the contract.
The success of this model prompted Georgia officials to apply a similar model covering the maintenance
of numerous facilitics across the GDJJ, the Georgia Department of Corrections, and the state Bureau of

Investigation. €

NEW JERSEY

In New Jersey, privatization was used to implement regional groundwater restoration efforts in Camden,
Gloucester and Burlington Counties. In coordination with the New Jersey Department of Environmental
Protection, a private water company built and financed over $200 miilion in new water treatment and
transmission infrastructure to deliver treated surface water to these communities and help address
aquifer depletion issues at no cost to the state.

VIRGINIA

L]

In the late 1990s, the Virginia’s Department of General Services (DGS) opened vehicle fleet
maintenance to private competition, lowering costs by approximately 25%. In 2005, DGS contracted
out for a new maintenance information management system that provides 24-hour on-call service and
networks nearly 500 private maintenance facilities and 77 state facilities to provide repairs. The
manageinent system reduced preventative maintenance costs by 16%, reduced average brake service
costs from $228 to $81, and significantly reduced vehicle downtime., DGS also began a contract with
Enterprise Rent-A-Car in 2006 to provide short-term rentals as needed to state employees, thereby
transferring capital costs and maintenance risks to the vendor.

WEST VIRGINIA

L]

In 2005, West Virginia Governor Joseph Manchin signed a law to fully privatize the state’s Workers'
Compensation Commission, transforming it into a private insurance carrier, BrickStreet Insurance.



Since the completion of the privatization process in 2008, workers' compensation rates have declined an
average of 30 percent statewide, translating to over $150 million in annual employer savings. The
initiative also dramatically reduced the outstanding unfunded liabilities of the old state-run system (from
$3.2 billion down to $1.9 billion in the first two years), the number of protested claims (down 80
percent) and the amount of time required for a ruling on protested claims. Instead of one, state-run
monopoly insurance provider, there are now over 140 competitors operating in the state, and
BrickStreet—the former state monopoly—is now competing for business in other states.

Experiences like these demonstrate that privatization offers state officials a powerful means of reducing costs to
taxpayers and improving state services when properly crafted and implemented.

B. Common Goals of Privatization

The primary reasons policymakers and public administrators tumn to privatization include:

Cost Savings: Cost savings may be realized through privatization via economies of scale, reduced labor
costs, better technologies, innovations and/or more efficient business processes.

Access to Expertise: Contracting gives government officials access to expertise they do not have in-house
on an as-needed basis. It can be cheaper to hire architects, engineers, and lawyers on an as-needed basis
than to hire them as full-time employees,

Better Quality: Competition encourages the best delivery of services for the best value. In this case,
government contract bidders have an incentive to offer the best possible combination of price and service

quality in order to win the bid.

Risk Transference: Contractors, rather than the government, should be held responsible for cost overruns,
strikes, delays, and other risks.

Innovation: Competition for contracts encourages innovative solutions for both the public and private
sectors.

Meeting Peak Dertand. Contracting allows governments to obtain additional help and meet increased
demand during peak periods without significantly raising costs associated with hiring new full time

emnployees.

Tineliness: Service delivery constraints are frequently built into contracts. Contractors can recruit
additional workers or provide performance bonuses to meet or beat deadlines, options that often are
unavaijlable to in-house staff.

C. Types of Privatization

While there are many different privatization techniques, the three nost commonly used are contracts. franchises
and sales, as described here:

5]



¢ Conftracts: The most common form of privatization occurs when governments contract with private
sector service providers to deliver public services. For example, state governments toutinely contract to
provide a variely of services including road maintenance, custodial services and vehicle fleet.

e Franchises: Ina franchise arrangement, also referred fo as a lease or concession, government typically
awards a private firm an exclusive right to provide a public service or operate a public asset, usually in
return for an annual lease payment. This contract is subject to the private firm meeting performance
expectations outlined by the public sector. In many jurisdictions, ufility services are provided through
long-term franchise agreements, Franchise-based privatization initiatives may involve the privatization
of an existing government asset, such as a toll road.

» Sales: Some forms of privatization involve selling government assets outright. Governments routinely
sell off aging or underutilized land, buildings and equipment. For example, Orange County, California
raised more than $300 million through real asset sales and asset sale-leaseback arrangements over the
course of 18 months to help recover from bankruptey in 1995.

D. Privatization Best Practices

The likelihood of success in privatization is maximized by paying close atfention to best practices and
lessons learned from the experiences of other governments, including:

* Noir-policy making functions and activities that are not inlerently governmental in nature present the
best opportunities for competition.

* Competition drives chairge. Competition reduces the expenditure of public funds, improves the quality
of service, increases capital investment, increases flexibility and choice in service delivery and transfers
financial and project risks